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1981 
BELGIAN KEY ECONOMIC INDICATORS 1, / 


Money values in U.S. $ million 


Projec— 
% Change tion % Change 
ITEM 1979 1980 79/80 1981 80/81 


INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 95,676 102,176 
GNP at 1975 Prices 76,382 77,205 
Per Capita GNP at Current Prices 9,705 10,397 
Industrial Production (1970-100) 125.5 125.0 
Average Industrial wage ($/hour) 6.00 6.53 
Average Unemployment rate 7.3 9.0 


MONEY AND PRICES 


Money Supply (M2) 23,667 
Public Debt 48, 205 
Government Bond (5-8 years) 

average gross yield 8.22 
Wholesale Prices (1953-100) 196.2 
Consumer Prices (74/75-100) 136.7 
BF/$ exchange rate 23.31 
Effective Exchange Rate 

(IMF Weights: 1975-100) 113.7 


BALANCE OF TRADE/PAYMENTS 


Exports, FOB, of which: 48,852 54,706 60, 000 
Exports to US 1,809 1,853 - 
Exports to EC 35,088 39,147 - 


Imports, CIF, of which: 52,470 61,647 67,811 
Imports from US 3,382 4,647 . - 
Imports from EC 34,794 38,411 ~ 


Trade Balance (customs basis) -3,617 -6,941 -7,811 
Current Account Balance -2,791 -4,788 -6, 500 
1/ Figures have been constructed from various Belgian sources and converted 


into dollars retrospectively assuming a representative early 1981 exchange 
rate of $1=BF 34. Figures for 1981 are projections or assumptions. 





SARE 


In mid-1981, the Belgian economy following several years of more or less 
chronic recession, was again caught in the grip of the general downturn in 
economic activity currently affecting the rest of Europe. The short-term 
outlook is not bright, and the existing problems of high unemployment, 
government deficits,and foreign payments imbalance can be expected to wor- 
sen during 1981. Since the mid-1970s, the Belgian economy has been 
operating under the effects of high real wage costs that have tended to 
weed out some of the economic dead wood and contributed to increases in 
productivity and that have at the same time been partly responsible for 
high levels of unemployment. In recent years, some industrial restruc— 
turing has occurred at the level of individual firms, where production has 
been rationalized and redundant labor has been shed, but investment in new 
activities has not been sufficient to allow employment to expand nor to 
create sufficient productive capacity in new products for which there is 
world demand. Unemployment benefits, meanwhile, have helped keep up the 
aggregate level of domestic demand, which has outstripped domestic produc- 
tion and led to deficits in the foreign balance and in the government 
budgets. Successive Belgian governments have held to the policy of main- 
taining the exchange rate of the franc despite the foreign trade deficit, 
since the system of wage indexation to consumer prices would most likely 
work to quickly nullify any change in the franc's parity. The government 
formed at the end of March under Prime Minister Mark Eyskens has turned its 
attention -- as its predecessor governments had tried to do -- to a reduc- 
tion in internal costs that would restore the profitability of firms and 
allow them to compete better in external markets. 


THE GROWING STRUCTURAL PROBLEM 


The Belgian economy is a classic example of what is sometimes called a 
"small open economy" in the economics textbooks. Belgium annually exports 
goods with a value equal to about half of its GNP; export earnings go 
toward payment for the corresponding amount of imports, vital not oly for 
consumption but as direct and indirect inputs into exports. Such an eco- 
nomy is exposed to all the swings in prices, interest rates and demand 
coming from abroad. The Belgian business cycle, therefore, parallels the 
business cycles in neighboring countries with a short lag. The swings in 
the business cycle, however, are superimposed on an economic structure that 
Changes more slowly and that has been deteriorating in many respects 
since the international economic dislocations brought on by the petroleum 
price shock of 1973-74. 


Following the oil shock, the price of Belgian imports, led by energy costs, 
rose rapidly. The prices Belgium receives for its exports did not keep up, 
particularly in certain sectors where Belgium had been traditionally strong 
and had a heavy industrial investment. A strong currency kept domestic 
inflation low, but it contributed to raising the external cost of Belgian 
added value, which represents about 40 percent of a unit of Belgian 
exports. Wage-price indexation has prevented real wages from falling. 





Wage increases based on productivity gains in certain sectors have tended 
to become generalized throughout the economy, with the result that the sec- 
tors with high wage costs that are also exposed to foreign competition, 
particularly manufacturing, have become less and less profitable. 
Investment in the manufacturing sector, consequently, has been insufficient 
to create new jobs fast enough to keep pace with those lost through 
bankruptcies and layoffs; the number of jobs in manufacturing has declined 
by 200,000 between 1975 and 1979. Virtually all the new jobs created 
during the last 10 years have been in the commerce and service industry, 
including the public sector. Since 1974,however, this growth has not been 
rapid enough to keep pace with the increasing labor force. Unemployment 
rose from 2.2 percent in 1974 to almost 7 percent in 1977. The rise in 
unemployment halted for a while during the cyclical expansion of 1978-79 
but again began to deteriorate in 1980, reaching approximately 9.5 percent 
by mid-1981. 


The effects of recession, both in terms of increased requirements for 
income maintenance payments and in terms of decreased tax receipts, have 
thrown the government budget badly out of balance. Government efforts to 
restore health to the economy have been centered around attempts to slow 
the growth of budget deficits and attempts to slow the rise in wages. 
Success on both fronts has been limited by political difficulties. 
Following the fall of the government led by Wilfried Martens at the end of 
March, a new government consisting of the same four coalition partners 
(Social Christians and Socialists, each linguistic group) was put into place 
led by Mark Eyskens as prime minister. The new government has implemented 
a policy designed to shift some of the burden of social security charges 
from wage-based taxation to the value added tax. Employers contributions 
for social security are being reduced by a total of 30 billion francs, 
While the VAT rates and certain excise taxes have been increased. While 
this measure should not reduce overall purchasing power, since wages will 
rise to meet the price increases, it should be of some benefit to the manu- 
facturing sector by shifting some labor costs to the economy as a whole. 


AGGREGATE DEMAND 


The National Bank's synthetic index of business expectations, which has a 
good track record in predicting turning points of the Belgian business 
cycle, signalled the onset of a recession in late 1979. It fell throughout 
most of 1980 before flattening out in October. Real economic activity in 
1980, bearing out the predictions of the synthetic index, began its slide 
in early 1980 and fell throughout the rest of the year. Although the most 
recent figures for the index indicate that the economy may have already hit 
the bottom, there is little tangible information to predict a turning point 
in the business cycle. Indicators of consumer demand, such as retail sales 
and registrations of new cars, show a slackening in real terms during the 
first part of the year. 


The outlook for private domestic capital formation is also rather 
unfavorable. It appears from surveys conducted by trade associations and 





by the National Bank, that industrial investment, which had recovered in 
the past two years, will show a slight decline in 1981. No impetus should 
be expected from public investments either, since these are suffering fram 
the effects of budgetary restrictions. If there is an improvement in 
aggregate demand in Belgium in 1981, it would have to come from abroad, and 
here the situation looks particularly unpromising for the remainder of the 
year. 


PRICES AND WAGES 


Just about the only economic news that has been consistently good in recent 
years has been the level of inflation, which has tracked along with the 
levels in Germany and the Netherlands. During 1980,the consumer price 
level rose by 7.5 percent, and the inflation rate for 1981 will probably be 
similar if not lower. Given the structure of the Belgian economy, the 
domestic price level is very sensitive to the levels of prices abroad; most 
price rises in the last few years have reflected the rise in the cost of 
imports. Prices of domestically produced goods are controlled by admin- 
istrative action: the Ministry for Economic Affairs must approve requests 
for price increases. The low rate of price rises in recent years, however, 
has its negative side. Although prices of agricultural and manufactured 
goods have been kept down in line with the levels of foreign prices, price 
increases for services and for goods not subject to foreign competition 
have not displayed the same moderation. While the consumer price index as 
a whole (1974-75 equals 100) rose to a level of 147 at the end of 1980, the 
index for services had risen to 161. This difference reflects, in part, 
the sheltered nature of the service sector and the administrative dif- 
ficulties of fixing prices for services, but it also reflects increases in 
the cost of labor. 


Labor costs are made up of "real wages," negotiated by collective 
bargaining, increases resulting from automatic indexation of wages to the 
consumer price level, and employers’ contributions to the Social Security 
system. Belgian wages virtually exploded during the first half of the 
1970s. Since then, real wages have tended to rise more or less in line 
with increases in real GNP, but indexation to consumer prices has prevented 
any real decreases despite the fact that labor costs appear to be out of 
equilibrium with the goal of full employment. Meanwhile, increases in 
social security taxation along with a gradual reduction in working hours 
have added to firms' wage costs, while price competition fram abroad and 
domestic price controls have restricted their ability to increase profit 
margins. The low level of Belgian price inflation has in many cases eroded 
the profitability of firms without having eroded labor compensation. The 
low level of Belgian inflation, therefore, is to a large extent due to a 
slowing in the rise of the costs of imports and a reduction in profits and 
has not been matched by a corresponding reduction in the cost of all ele- 
ments of value added in Belgium. 





EMPLOYMENT AND PRODUCTIVITY 


Two phenomena that are closely related to the high cost of labor are 
Belgium's high rate of unemployment and the high rate of productivity as 
measured in terms of value of output per hour worked. The Belgian 
unemployment rate in early 1981 was approximately 10 percent, which is the 
highest rate of any EEC country. Definitions of unemployment rates differ 
from country to country, making comparisons difficult. Those counted as 
unemployed in Belgium are those drawing unemployment benefits, but since 
unemployment insurance is virtually universal and since in mst cases there 
is no limit qm the duration of payments, the rate may be overstated rela- 
tive to U.S. concepts. It is widely alleged that the generous unemployment 
insurance system is subject to abuse, and it is undoubtedly true that some 
workers drawing unemployment insurance are performing part-time work 
illegally. The work ethic remains strong in Belgium, however, and most 
abuse of the system probably comes from those people who are legitimately 
part of the labor force and who supplement their unemployment benefits by 
illegal work, rather than from people who are content to collect benefits 
without trying to find work. Employee mobility, however, is rather low and 
the insurance system probably contributes to this. Belgians do not 
transplant themselves easily from city to city in search of employment, and 
there is practically no movement between the two linguistic regions. The 
unemployment rate is somewhat higher in Vallonia (about 11 percent) than in 
Flanders or Brussels (about 9 percent). 


The growth in Belgium's unemployment rate has been mainly the result of an 
increase in the labor force combined with stagnation in the number of new 
jobs. Total employment in 1970 differed from that in 1979 by mly a few 
thousand, but the number of unemployed during the same period grew by about 
200,000 persons. The failure of the Belgian economy to provide sufficient 
new jobs to meet the demand for them has been particularly felt in high 
rates of unemployment for women and young people. In contrast to the 
United States, where the male and female unemployment rates have differed 
in recent years by an average of oly about 2 percent, Belgium has a mle 
unemployment rate of about 6 percent and a female unemployment rate of 
about 18 percent. (Women account for about a third of total employment.) 


While Belgian labor is expensive, the employed labor force is highly 
productive. Output per hour worked has risen steadily in Belgium. Taking 
1970 as a base figure of 100, productivity reached 187 by mid-1980. This 
increase partly reflects improved technology and increased use of capital. 
It is partly, however, a consequence of a progressive weeding out of the 
least productive enterprises and a decline in the total number of hours 
worked. In effect, only the most productive portion of the economy has 
continued to operate and has provided the goods and services to support the 
increasing number of unemployed workers. 


UNBALANCED BUDGET; UNBALANCED FOREIGN ACCOUNTS 


The Belgian economy has been operating for several years under full 
employment capacity. The shortfall in production of goods and services, 





however, has not been accompanied by a corresponding reduction in overall 
consumption and the mismatch has resulted in large deficits in the national 
budget and in the balance of payments. 


The net borrowing requirements of the state have risen steadily throughout 
the seventies. The central government deficit in 1970 was $727 

million; in 1975 it came to $3.3 billion and in 1980 to $9 billion. 

In terms of percentage of GNP, the deficits were: 1.8 percent in 1970, 4.7 
percent in 1975,and 8.5 percent in 1980. Continued efforts by the govern- 
ment to reduce outlays have run up against so-called "incompressible" 
payments and have been undermined by the growth in the costs of financing 
the debt itself. By 1979, payment of interest om the debt amounted to 12 
percent of the budget for current expenses. 


As a result of several years of reduced tax receipts and increased income 
maintenance payments, the government has been forced to finance the gap by 
increased borrowing. This can be seen from an analysis of the flow of 
funds in the Belgian economy for 1978, the most recent year for which data 
are available. Netting out the changes in assets and liabilities of finan- 
cial intermediaries (mainly banks), the private sector supplied new assets 
to the Belgian economy totalling $133 billion, plus a net foreign 
inflow of assets of about $7 billion. The public’ sector -—- counting 
the central government, social security, public enterprises and other 
public sector institutions -- borrowed $67 billion, while the private 
sector borrowed about $68 billion. In terms of percentages, the private 
sector was only able to borrow around 51 percent of the financial savings 
that it generated. 


At the same time that the finances of the public sector have been weakened 
by the imbalance between earnings and expenditures, the same forces have 
been at work eroding the Belgian balance of payments with the rest of the 
world. Ina large, relatively closed economy, an excess of purchasing 
power over production can be expected to result in inflation. In Belgiun, 
where internal prices are for the most part aligned with foreign prices, 
the excess purchasing power tends to leak directly out of the economy and 
results in deficits in the balance of payments. Until the early 1970s, the 
Belgian economy tended to produce more than it consumed. The surplus began 
to evaporate in 1974, went into the red in 1976, and has deteriorated 
rapidly since then. The currrent account deficit, expressed in dollars 
using exchange rates, reached $3.9 billion in 1979. Preliminary 
estimates put it at around $5 _ billion for 1980, and it may rise to 
over $6 billion in 1981. 


The deficit in the balance of payments on the current account can be con- 
sidered to be the result of either inflated levels of imports or depressed 
levels of exports. While Belgium is importing more than it can afford, the 
blame can be just as fairly laid to stagnant world demand for the products 
that Belgium exports. Historically, Belgium has tended to specialize in 
the production of homogeneous semi-finished manufactures, particularly in 
steel, non-ferrous metals, textiles and basic chemicals. Several studies 





have shown that Belgium is specialized in the "wrong" products for the 
1980s, those for which demand is falling and competition is becoming nore 
acute. This highlights the necessity for an industrial restructuring to 
direct manufacturing into product areas where world demand is growing. 


With the current account in deficit, it is necessary that there be a net 
inflow of capital borrowed either by the private or the public sector. 
Until 1978, this capital inflow was the responsibility of the private sec- 
tor and the National Bank. Beginning in 1979, the central government began 
to finance a part of its own deficit by foreign borrowing, and since then 
the level of this borrowing has been approximately equal to the deficit in 
the current account. This development has helped relieve some of the 
pressure on interest rates that would otherwise have been necessary to 
attract the capital inflow through private channels and has allowed the 
National Bank to maintain its levels of foreign exchange reserves. 


MONETARY AND FINANCIAL POLICIES 


The exchange rate of the Belgian franc plays a central role in Belgian 
financial and monetary policies and has a major effect on how the economy 
operates. With imports equivalent to about half of GNP and exports of a 
corresponding magnitude, movements in the exchange rate translate directly 
and rapidly into changes in the level of prices. For a country with a 
small open economy and a currency that is not widely held abroad or heavily 
traded, it is imperative for the sake of internal price stability that the 
value of the currency remain tied fairly closely to the currencies of the 
country's major trading partners. Belgium has chosen to tie its currency 
to the European Monetary System where the value of the franc is set in 
terms of a weighted basket of EEC countries currencies. Barring changes in 
the parities of those currencies, this arrangement stabilizes exchange 
rates that cover about 80 percent of Belgian trade. The remaining factor 
that determines the overall effective exchange rate of the Belgian franc is 
the level of other currencies with respect to the European group, primarily 
the level of the dollar. 


Since 1970, the effective exchange rate of the Belgian franc has increased 
by about 20 percent. All things considered, its current exchange rate 
appears to he overvalued in relation to the balance of payments deficit. 
This observation, however, does not mean that it is a simple matter to 
return the exchange rate to equilibrium by a formal devaluation. The 
"real" exchange rate is as much a function of the domestic price level as 
it is a function of its formal parities with respect to other currencies. 
With at least 50 percent of Belgian prices determined by outside markets 
and with the levels of salaries tied closely to the consumer price index, a 
nominal devaluation of the Belgian franc would feed back rapidly into the 
consumer price level and would very likely bring the "real" exchange rate 
fairly quickly back to its starting point. It is for this reason that the 
Belgian authorities have consistently resisted the suggestion that the 
currency should be devalued. In order to bring the effective real exchange 
rate back to equilibrium the Belgian authorities have directed their atten- 





tion to the level of domestic costs. If internal costs cannot be 
controlled following a devaluation, the devaluation would probably be 
useless. If internal costs can be controlled, a devaluation becomes 
unnecessary. It is not, however, sufficient merely to control the general 
level of consumer prices, which is itself a function of the exchange rate. 
It is the price of Belgian-generated costs -- the cost of Belgian value 
added -- that must be controlled. For this reason, the government will be 
attempting to keep down growth of the national wege bill and the increases 
in the fiscal pressure on domestic companies. 


The exchange rate is being maintained at its level with respect to the EMS 
against a certain amount of market pressure that requires several instru- 
ments of monetary policy to be brought to bear. The steady outflow of 
payments resulting from the deficit on the current account is me source of 
pressure. The National Bank, drawing primarily om the proceeds of govern- 
ment borrowing, continues to repurchase Belgian francs mm the international 
exchange markets. In addition to direct intervention, the National Bank 
has had to keep the level of short-term interest rates very high, both to 
stimulate the inflow of private capital and to increase the cost of credit 
used to speculate against the currency. This "speculation" comes mainly 
from “leads and lags" in settling of commercial payments. With foreign 
trade so important with respect to the GNP, there is a very large daily 
volume of settlements and it is possible for firms to produce a large 
change in the flow of payments by paying bills denominated in Belgian francs 
more promptly or by delaying collection of bills owed in foreign 
currencies. By abruptly raising its discount rate during periods of such 
speculation, the National Bank increases the cost of financing these 
operations. 


While elevated short-term interest rates are primarily a result of exchange 
rate policy, the high levels of long-term interest rates are more closely 
related to the government's need to borrow to finance its deficits. The 
domestic bond market is, by tradition, almost exclusively devoted to 
government borrowing. The standard, 7-year government bond issues are 
currently yielding approximately 12 percent gross. 


THE SHORT-TERM OUTLOOK 


As of mid-1981, the short-term outlook for the Belgian economy is not 
encouraging. With Germany, France, Italy, the Netherlands and the United 
Kingdom all in various stages of recession and stagnation, the economy of Bel- 
gium must look forward for the rest of this year to a continued stagnation of 
foreign demand without which the economy can go nowhere. The 1981 GNP is 
likely to drop slightly in real terms. Unemployment will continue to increase, 
due not only to the slack labor market but also to the increase in the number 
of new labor force entrants. Assuming that there are no changes in the level 
and conditions of unemployment benefits, the government deficit will un- 
doubtedly continue to rise despite efforts to reduce expenditures. The 

only encouraging prediction is for the inflation level, which will probably 
Yemain close to 7 percent. In the face of these gloomy prospects, there 
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seems to be a growing acceptance by the public of the need to adapt to the 
unavoidable and to reduce in the level of consumption of goods and 
services. Unfortunately, this feeling has not yet been able to generate a 
political consensus on how the required austerity can be equitably put into 
effect. 


IMPLICATIONS FOR THE UNITED STATES 


During the past couple of years, the low exchange rate of the dollar with 
respect to the Belgian franc, along with the maintenance of the level of 
internal demand,has resulted in very substantial increases in U.S. exports 
to Belgium, hoth in terms of volume and value. In 1979, U.S. exports to 
Belgium grew (in value terms) by over 30 percent, while Belgian imports 
from all sources grew by only 16 percent. In 1980,the trend continued, 
with U.S. exports growing by 37 percent, while total Belgian imports grew by 
17.5 percent. The U.S. share of the market grew from 5.8 percent in 1978 
to 7.7 percent in 1980. The circumstances have now changed, and we should 
be prepared to see a reversal of this trend. The dollar appreciated 
against the Belgian franc from its lowest point of about 28 BF per dollar 
in late 1980 to a high of about 40 BF per dollar by July of 1981, a movement 
of over 40 percent. Meanwhile, inflation in the United States was con- 
tinuing at a rate of between 12 and 14 percent, while inflation in Belgium 
and Germany was in the 6 to 7 percent range. This means that the U.S. 
price advantage in the Belgian market has been severely eroded. Added to 
this effect will he the stagnation -- and perhaps diminution -- of domestic 
Belgian demand with a corresponding reduction in the overall volume of U.S. 
sales in the Belgian market. 


This pessimism should be mitigated, however, by countervailing factors. 
What is true for the Belgian market as a whole is not necessarily true for 
individual sectors. The underlying structural features of the Belgian 
economy —- and the U.S. economy -- indicate that there are a number of 
areas where U.S. exports should continue to do well. It can be assumed 
that in the coming years the fastest growing sectors in Belgium will con- 
tinue to be the service industries. While industrial restructuring will 
continue to force manufacturing industries to invest in equipment that econo- 
mizes on the use of labor and that rationalizes production processes. 
Based on these factors, the most promising areas for U.S. exports to the 
Belgian market appear to be electronic components, materials-handling 
equipment, business equipment, process control equipment, analytic and 
scientific instruments, aviation and avionics eguipment, pollution control 
equipment, computers and peripherals, and hospital and medical equipment. 


A facet of U.S.-Belgian economic relations that is at least as important as 
trade in goods and services is U.S. investment in Belgium. There are 
approximately 1,150 American fimms represented by brances and subsidiaries 
in Belgium, ranging from one-person sales operations to large manufacturing 
facilities. The book value of U.S. investment in Belgium as of 1979 was 
$5.7 billion, according to U.S. Department of Commerce figures. The 
industrial expansion that took place in Belgium during the fifties and six- 
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ties was, in large part, fueled by foreign investment in manufacturing 
industries. U.S. firms provided almost half of that investment. 


The growth of labor costs and taxes and the corresponding squeeze ™ pro- 
fits have affected both domestic and foreign-owned firms in Belgium. In 
recent years there have been a number of shutdowns of foreign-owned plants 
-- frequently well publicized -- which have been partly offset by new 
foreign investments. Data are not available to draw an accurate balance 
between U.S. investment and disinvestment, but the evidence indicates that 
the latter has dominated. One such indication is a comparison of census 
figures for Americans living in Belgium. In 1970,the figure was 12,600, 
while in 1978, it had dropped to 8,500. At least part of this decline, 
however, can be attributed to unfavorable changes in U.S. policies @ taxa- 
tion of Americans working abroad rather than to internal Belgian factors. 
Despite the high cost of operating a facility in Belgium, cost/benefit 
calculations have led many U.S. firms to open new facilities or to expand 
existing facilities in Belgium. This is particularly true for firms 
engaged in activities that are highly capital intensive and where the bene— 
fits of a reliable and productive labor force outweigh its costs. The 
Belgian geographical situation also continues to play a role in the choice 
of a manufacturing site. Belgium is located near the center of a highly 
industrialized area encompassing Paris, Amsterdam, and the Ruhr valley of 
Germany and is at the hub of a well developed system of water, rail, high- 
way, and pipeline transportation networks. Furthermore, the ready availabil- 
ity of maltilingual technical and managerial talent -- along with peripheral 
services in areas such as finance, accounting, education, interpreting, 


advertising and legal advice -—- is an important attraction for many multina- 
tional companies, as are the tax incentives that the Belgian government 
provides for new investment. 
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